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Summary 


During 1971, Brazil's GNP, fueled by the surging 
industrial sector and advancing agricultural sector, 
grew at an estimated 11.3% annual rate. The outlook 
for 1972 is for the economy to maintain a high growth 
rate. The rate of inflation virtually did not change 
in 1971 compared with 1970; however, it is expected 
to decline somewhat in 1972. A large net capital 
inflow more than covered trade and service deficits 
and Brazil's foreign exchange reserves increased by 
over half a billion dollars. Exports increased by 
almost 6% while imports jumped almost 29% in 1971. 


General implications of these trends for U.S. 
business is that Brazil offers good investment 
opportunities and a prime market exists for U.S. 
exports. The recent realignment of the world's 
currencies has improved the competitive position of 
U.S. exports in Brazil. This coupled with the readily 
available, competitive Export-Import Bank (Eximbank) 
financing put U.S. exporters in a good position to 
take advantage of this expanding market. 








Current Economic Situation and Trends 


High Growth Rate Rises 


The Brazilian economy continued to thrive during 1971, 
as indicated by estimates of the Brazilian Government (GOB) 
that the GNP grew at a rate of 11.3%. The agricultural 
and industrial sectors paced the advance with increases of 
11.4% and 11.2%. In the industrial area strong productim 
increases were posted by: automobiles, up 24.2% to 515,729 
vehicles; steel ingots, up 10.4% to 6.0 million tons; 
cement, up 8.9% to 9.8 million tons; and electrical energy, up 
11.4% (estimate) to 52 billion kwh. 


Agriculture registered its unprecedented 11.4% rise in 
production mainly because of a 120% gain in coffee production 
which. rebounded to normal crop levels after a dismal 1970 
showing. Solid gains were also posted by soybeans up 57.6% 
to 2.1 million tons and wheat up 11.5% to 2 million tons. 
These more than offset a 20% decline in rice production to 
5.1 million tons and 4.9% drop in corn production to 13.5 
million tons. 


The outlook for the future, given Brazil's continued 
political stability, is for more of the same. The GOB has 
set the following targets for 1972: 9% growth of the GNP, 
with rises of over 10% in industrial production and over 
7% in agriculture; a 3% reduction in the rate of inflation; 
and a 15% rise in export earnings. 


Rounding out the GOB's programs aimed at integrating 
Brazil's less developed regions into the national economy, 
which began with the Trans Amazon highway and colonization 
project and was followed by Proterra (Program of Redistri- 
bution of Land and Stimulation of Agriculture in the North 
and Northeast), President Medici announced two new programs. 
In November 1971 he introduced Prodoeste, a program to develop 
the Center-West (Brasilia and the States of Goias and Mato 
Grosso), by spending Cr$650 million between 1972-74 in 
building highway links between this region and the rest of 
the country, irrigation systems and providing fiscal 
incentives for the construction of silos and meat packing 
plants. In February 1972 President Medici launched Provale, 
which is intended to develop the S&o Francisco River Valley. 


Cr$480 million are to be invested from 1972-74 for coloni- 
zation, irrigation systems and agricultural development 
of the river basin which embraces the frequently arid 
states of Minas Gerais, Bahia, Pernambuco, Sergipe and 
Alagoas. 


Inflation and Monetary Policy 


The rate of inflation virtually did not change in 1971 
compared with 1970. The performance of the key indexes 
is shown below. 


1971 1970 

percent increase 
General prices (domestic) 19.5 19.3 
Wholesale prices (domestic) 21.4 19.5 
Cost of living in Guanabara 18.1 20.9 
Cost of living in Sao Paulo 20.6 La. 5 


The most important direct pressures on prices were 
again in the food sector. A drought early in the year in 
some sections reduced crops and resulted in higher prices. 
Rice, potatoes, and corn were specially identified as 
having short crops, and coffee contributed heavily to the 
upward pressure since the large subsidy on its domestic 
distribution was removed. 


Total money supply increased by 30.4 percent in 1971, 
considerably more than the original target of 22 percent. 
The continuing overall balance of payments surplus, and 
large Government purchases of certain crops, especially 
coffee and wheat, together with the continuing business 
boom, made it more difficult for the authorittes to control 
the expansion of total credit in the financial system 
despite an excellent budget and fiscal performance. The 
overall result was very high real growth of the economy 
in 1971, but no progress in reducing the rate of inflation. 


The Government has set a target of reducing the rate 
of inflation, as measured by the Guanabara cost of living, 
to 15.1 percent in 1972. The outlook for food crops at 
this time is very favorable and if these are realized in 
good harvests this should help in meeting the target. 








The Government has also mounted a drive to achieve a 
comprehensive reduction in the interest rate structure. 
The hope is that by reducing this element of cost in 
producers' and consumers' calculations, another contribution 
can be made to reducing inflationary pressure in the economy. 
The Central Bank has issued a series of directives, aimed 
at various sectors of the money market, and fixing maximum 
rates of interest which various financial institutions may 
charge or offer. Interest rates are only one factor in the 
monetary equation, however, and the end result in terms of 
inflation will depend, as always, on the interaction of 
many other influences in addition to interest rates on the 
credit base and the use of credit. 


Balance of Payments 


There were some dramatic developments in Brazil's 
balance of payments in 1971. The trade surplus of $232 
million in 1970 became a deficit of $325 million in 1971. 
This was due to a surge in the growth of imports, which 
increased by 28.6 percent over 1970 with booming business, 
and. a reduction in the rate of expansion of exports from 
18.5 percent in 1970 to 5.9 percent in 1971. The latter 
was largely due to a severe slump in coffee prices from 
those prevailing in 1970. The remainder of the export 
list, led by manufactured goods did very well, raising the 
overall total to $2,900 million, just short of the previously 
announced target of $3,000 million. 


Brazil's deficit on the service accounts increased 
somewhat reflecting higher net freight and interest payments. 
These in turn were due to the greater volume of trade, 
especially imports, and higher service charges in Brazil's 
growing foreign debt. 


The trade and service deficits were more than financed 
by a large net capital inflow estimated at $1,823 million, 
so that Brazil's foreign exchange reserves increased by 
$534 million to $1,721 million. 


Prospects for 1972 are for much the same general 
pattern. The trade deficit should decline somewhat. 
Exports can probably regain their momentum since coffee 
earnings probably will not decline again, and if coffee 


prices continue at the higher levels obtained since 
December 1971, coffee export earnings in 1972 may increase 
by $100 million. Meanwhile, imports may perhaps slow down 
somewhat from their very high rates of increase of the last 
two years. The services accounts will continue in deficit 
but the prospect is for continuing large net inflow of 
foreign capital, so that the current account deficit should 
be easily financed. 


Stock Market 


The cooling off process mentioned in the previous 
trends report has continued. The Rio stock market index 
peaked at 5236 on June 15, 1971 and stood at 3487 on 
February 24, 1972, a loss of 33 percent. In between these 
dates the index broke through the 3000 level after a fairly 
steady decline from the June peak to reach 2897 on November 
30. January was a bad month for the market. Trading 
volume averaged only 40 million cruzeiros per day, and 
during the latter part of the month reached lows not 
experienced since 1970, not taking into account the depre- 
ciation of the cruzeiro in the meantime. 


Interest in the stock market has clearly receded since 
the quick spectacular speculative gains of early 1971 are 
no longer available. However, most investors who entered 
the market earlier still have paper gains. The index passed 
1000 in July 1970, 2000 on February 15 and 3000 on April 23, 
1971. 


The readjustment which has taken place has been carried 
out without panic or widespread distress. Many small investors 
have apparently returned to their more traditional invest- 
ments like "letras de cambio" (consumer trade bills or 
finance paper issued by investment banks) which now yield 
higher and more obvious returns than the stock market. The 
relative doldrums in which the market has been in the past 
few months may constitute a discouraging factor on the flow 
of new issues of companies seeking to "go public" and expand 
their equity capital. 








Implications for U.S. Business 
Export Opportunities 


The booming Brazilian economy coupled with the recent 
realignment of the world's currencies (the value of the 
cruzeiro remained the same relative to the dollar) and 
the large scale in-flow of Eximbank and international 
financing (IBRD - $456 million, IDB - $250 million) offer 
many attractive opportunities to U.S. exporters. Prime 
markets for U.S. goods include: 


Industry Comment 
Steel As mentioned in the last Trends Réport, 


tenders have already begun to be issued for 
the steel making equipment needed for the 
first phase of the expansion programs of the 
three largest government controlled steel 
mills, CSN, COSIPA and USIMINAS. Results 

of the first contract awarded, the blast 
furnace for USIMINAS won by a very low 
Japanese bid, indicate that the Japanese will 
provide very tough competition for U.S. 
manufacturers, U.S. firms, however, appear 
to have the inside track on the plate mills 
that COSIPA and USIMINAS will be buying. 


Export Opportunities: All types of steel 
making and steel mill equipment. 


Power The market is very attractive with an import 
component of from $200-250 million a year for 
the next three years. The recent realignment 
of the world's currencies has markedly improved 
the competitive position of U.S. manufacturers 
vis-a-vis European and Japanese manufacturers. 
Trade sources indicate that Brazil is giving 
consideration to purchasing steam plants and 
other power generation equipment from the 
Soviet bloc. 


Export Opportunities: Steam piants, switch gear 
and control equipment, and transpbssion 
equipment. 


Transportation Projects with large import components include: 


Mining 


Petrochemicals 


expansion of the ports of Santos (IBRD $45 
million) and Rio Grande do Sul; Rio de Ja- 
neiro International Airport (Eximbank - 

$25 million); Manaus International Airport 
($10 million - Eximbank or European sources) ; 
continued construction of the Sao Paulo sub- 
way (already using over $26 million in Eximbank 
financing); Rio de Janeiro subway ($35 million 
in financing for equipment being sought from 
Eximbank, European or Canadian sources); air 
traffic control system. 


Export Opportunities: Bulk grain loading/ 
unloading equipment; roll-on, roll-off equip- 
ment. Subway cars and communications control 
equipment. Thirty suburban trains (3 car 
units). Air traffic control, VOR and MM 
equipment; jets for VARIG and VASP. 


Huge investments are being made by both the 
private and public sectors in iron ore (CVRD 
and MBR), bauxite (Alcan-BNDE), nickel 
(Brazilian groups), copper (Brazilian group) 
zinc (Brazilian group) and other non-ferrous 
metals. 


Export Opportunities: Mining equipment in 
general, power shovels, excavators, heavy off 
road trucks. 


Around $600-700 million will be invested during 
the next few years in the creation of a 

second petrochemical complex in Bahia and in 
additions to the existing complex in Sado Paulo. 


Export Opportunities: Ammonia and urea plants. 
Equipment for aromatic plants. Consulting 
engineer firms capable of installing plants 
on a turn-key basis. 
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Agriculture The GOB's emphasis on increasing agricultural 
production has resulted in the removal of 
import duties on fertilizers. In addition, 
the GOB has placed high priority on agricultural 
development in the north and the northeast. 


Export Opportunities: Fertilizers. Refriger- 
ation and storage equipment and food processing 
equipment, especially for fruit. 


Other good export opportunities exist for: machine tools 
in connection with the large investments being made in the 
automobile industry by Volkswagen, Ford, GM and Chrysler; 
road building equipment; and pre-fabricated structures of all 
types needed in the Amazon region betause of the lack of 
building material in that area and the free port area in 
Manaus. In addition, the Eximbank has already authorized over 
$280 million in credits and guaranties to Brazilian investment 
and development banks under its Cooperative Financing Facility 
(CFF) and Relending Facility (RF) programs aimed at increasing 
U.S. exports of goods and services to small and medium size 
firms in Brazil. 


U.S. exporters may obtain further information on these 
projects from the U.S. Department of Commerce or the Eximbank. 


Investment Opportunities 


The rapid growth of the Brazilian economy and the 
excellent prospects for its continuance make Brazil an 
appealing place particularly for investors who follow certain 
GOB guidelines. These were recently ennunciated by the 
Minister of Planning in a speech in New York before the 
Council of the Americas. 


-- Foreign corporationsshould introduce their most 
modern technology into Brazil, including the 
most advanced management techniques. They should 
also seek to establish research and development 
operations in Brazil and to make maximum use of 
local raw materials. 
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-- Foreign corporations should participate actively 
in Brazil's drive to increase manufactured exports. 


-- Foreign investors should bring an appropriate 
part of their capital into Brazil from abroad and 
not make excessive use of Brazilian capital for 
their local projects. 


-- A balance should be sought between new investment 
in Brazil by U.S. companies and profit remittances 
on existing investments. 


A variety of Government fiscal incentives are available 
for approved investment projects. Good investment opportunities 
include: petrochemical plants, especially in Bahia; non-flat 
and specialty steel production facilities; agricultural 
projects in the north and northeast; licensee or joint ventures 
to manufacture locally steel making equipment; joint ventures 
in mining exploration and development; machine tools; and 
fishing. 
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